Auditor-General of South Africa 

uMkhanyakude District 
Municipality - Audit report 2014-15 


Repoitof the auditor-geneial to the I^A/aZUlu- Natal 
Piovincial Legislatuie and the Council on 
uMkha nya kude Disbic t Munic ipa lity 

Repoiton the financial statements 
Inboduction 

1. I was engaged to audit the financial statements of the uMkhanyakude District 
Municipality set out on pages ... to ..., which comprise the statement of financial 
position as at 30 June 2015, the statement of financial performance, statement of 
changes in net assets, cash flow statement and the statement of comparison of budget 
information with actual information for the year then ended as well as the notes, 
comprising a summary of significant accounting policies and other explanatory 
information. 


Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Local Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 
56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2014 (Act No. 10 
of 2014) (DoRA), and for such internal control as the accounting officer determines is 
necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 


Auditor-genera I's responsibility 

3. My responsibility is to express an opinion on the financial statements based on 

conducting the audit in accordance with International Standards on Auditing. Because of 
the matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 


Basis for disc la imer of opinion 

Revenue and receivables from exchange transactions 

4. I was unable to obtain sufficient appropriate audit evidence that management had 
properly charged and accounted for all service charge revenue due to inadequate 
internal controls in the billing and estimation thereof. I was unable to confirm the service 
charge revenue by alternative means. Consequently, I was unable to determine whether 
any adjustment to service charges stated at R25,98 million (2014: R43,57 million) in 
note 16 and the related receivables from exchange transactions stated at R4,47 million 
(2014 R13,57 million) in note 3 to the financial statements was necessary. 
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Irrtetestteceived outslanding receivables 

5. The municipality did not charge interest on overdue consumer accounts, contrary to the 
requirements of section 64(2) (g) of the MFMA. Consequently, interest was understated 
by R8,ll million and receivables from exchange transactions understated by this 
amount. Additionally, there was a resultant impact on the surplus for the period and on 
the accumulated surplus. 


Expend itura 

6. I was unable to obtain sufficient appropriate audit evidence related to expenditure of 
R87,64 million due to a lack of documentation to support the amounts recorded. Further 
expenses are not classified according to their nature or function in the financial 
statements as required by GRAP 1 Presentation of financial statements. I was unable to 
conduct alternative procedures to verify this amount. Consequently. I was unable to 
determine whether any adjustment relating to expenditure stated at R388,26 million in 
the financial statements was necessary. 


Other tec eivablesftom exchange transactions 

7. I was unable to obtain sufficient appropriate audit evidence for other receivables from 
exchange transactions due to the lack of supporting documentation and reconciliation. I 
was unable to conduct alternative procedures to verify this amount. Consequently I was 
unable to determine whether any adjustment relating to receivables from exchange 
transactions stated at Rl,35 million (2014 R2,42 million) disclosed in note 4 to the 
financial statements was necessary. 


Value-added tax teceivable 

8. The municipality did not recognise value-added tax (VAT) on the accrual basis of 
accounting, as required by GRAP 1 Presentation of financial statements. Adjustments 
were made to VAT that could not be explained. I was not able to determine the full 
extent of the misstatement of VAT receivable stated at R24,06 million, as it was 
impracticable to do so. Additionally, there was a resultant impact on the surplus for the 
period and on the accumulated surplus. 


Cash and cash equivalents 

9. I was unable to obtain sufficient appropriate audit evidence for cash and cash 
equivalents. Supporting documents for adjustments processed to cash and cash 
equivalents could not be provided by management. I was unable to conduct alternative 
procedures to verify this amount. Consequently, I was unable to determine whether 
adjustments to the cash and cash equivalents stated at R12,70 million in the financial 
statements were necessary. 
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V\/^terand electricity losses 

10. 1 was unable to obtain sufficient appropriate audit evidence for the R36,56 million (2014: 
R36,21 million), and R5,52 million (2014: R9,33 million) disclosed as water and 
electricity losses, respectively in note 45 to the financial statements due to inadequate 
systems and processes for the recording and monitoring of these losses. There were no 
satisfactory alternative audit procedures that I could perform in this regard. 
Consequently, I was unable to determine whether any adjustment relating to the water 
and electricity losses disclosed in note 45 to the financial statements was necessary. 


Inventory 

11. 1 was unable to obtain sufficient appropriate audit evidence that management had 
properly accounted for water pipes that were recognised in inventory, due to the status 
of the accounting records. I was unable to confirm the inventory by alternative means. 
Consequently, I was unable to determine whether any adjustment to inventory stated at 
R86,98 million (2014: R86,84 million) disclosed in note 2 to the financial statements was 
necessary. 


Payables from exchange transactions 

12. 1 was unable to obtain sufficient appropriate audit evidence that management had fully 
accounted for all payables from exchange transactions due to the lack of supporting 
documentation for the current year’s payables, stated at R157,96 million (2014: R121,81 
million) as disclosed in note 10 to the financial statements. I was unable to confirm the 
payables by alternative means. Consequently, I was unable to determine whether any 
adjustment to payables from exchange transactions stated at R157,96 million (2014: 
R121,81 million) disclosed in note 10 to the financial statements was necessary. 


C onsutner deposits 

13. 1 was unable to obtain sufficient appropriate audit evidence that management had fully 
accounted for all consumer deposits due to poor system controls when moving these 
transactions onto the new system. I was unable to confirm the consumer deposits by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
consumer deposits stated at Rl,99 million disclosed in note 11 to the financial 
statements was necessary. 


Irtegula r expend itute 

14. The municipality made payments in contravention of the supply chain management 
(SCM) legislation that were not included in irregular expenditure of R130 million 
disclosed in note 35 to the financial statements. Adequate systems and controls were 
not in place to ensure that all irregular expenditure was accounted for. I was not able to 
determine the full extent of the irregular expenditure as it was impracticable to do so. 
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Commitinerits 


15. 1 was unable to obtain sufficient appropriate audit evidence that management had 
accounted for all contractual commitments disclosed in note 38 to the financial 
statements, due to significant deficiencies in procedures and controls. I was unable to 
confirm contractual commitments by alternative means. Consequently I was unable to 
determine whether any adjustment relating to contractual commitments stated at 
R259,87 million and disclosed in note 38 to the financial statements was necessary. 


Statement of comparison of budget and actual amount 

16. The municipality did not disclose by way of a note an explanation for material variances 
between the budget for which the municipality is held publicly accountable and actual 
amounts spent. This is contrary to the requirements of GRAP 24 Presentation of budget 
information in financial statements. An explanation of whether changes between the 
approved and final budget were a consequence of reallocations within the budget, or of 
other factors was also not disclosed in the financial statements. It was not possible to 
confirm the variance due to the omission of the disclosure as it was impractical to do so. 


Disc la imer of opinion 

17. Because of the significance of the matters described in the basis for disclaimer of 

opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 


Bnphasis of matter 

18. 1 draw attention to the matter below. 


Going concern 

19. Note 48 to the financial statements indicates that the municipality’s current liabilities 
exceeded its current assets by R68 million (2014: R5,67million); certain unspent 
conditional grants were not cash backed, and there was also a large increase in the 
provision for doubtful debts due to debt not being collectable and indigent debtors. 
These conditions indicate the existence of a material uncertainty that may cast 
significant doubt on the municipality's ability to operate as a going concern. 


Report on other legal and regulatory requirements 

20. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 

(PAA) and the general notice issued in terms thereof, I have a responsibility to report 
findings on the reported performance information against predetermined objectives for 
selected development priorities presented in the annual performance report, compliance 
with legislation and internal control. The objective of my tests was to identify reportable 
findings as described under each subheading but not to gather evidence to express 
assurance on these matters. Accordingly, I do not express an opinion or conclusion on 
these matters. 
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PiedetBimined objectives 


21. I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information for the selected development priorities: basic service 
delivery and infrastructure investment as well as local economic development presented 
in the annual performance report of the municipality for the year ended 30 June 2015. 

22. I evaluated the reported performance information against the overall criteria of 
usefulness and reliability. 

23. I evaluated the usefulness of the reported performance information to determine 
whether it was presented in accordance with the National Treasury’s annual reporting 
principles and whether the reported performance was consistent with the planned 
development priorities. I further performed tests to determine whether indicators and 
targets were well defined, verifiable, specific, measurable, time bound and relevant, as 
required by the National Treasury’s Framework for managing programme performance 
information (FMPPI). 

24. I assessed the reliability of the reported performance information to determine whether it 
was valid, accurate and complete. 

25. The material findings in respect of the selected development priorities are as follows: 


Basic service delivery and infrastructure 

Usefulness of reported performance information 

Measurability of indicatorsand targets 

Performance targets not specific , measurable and indicators not 

well defined and verifiable 

26. Performance targets should be specific in clearly identifying the nature and required 
level of performance as required by the FMPPI. A total of 31% of the targets were not 
specific. 

27. Performance targets should be measurable, as required by the FMPPI. I could not 
measure the required performance for 31% of the targets. 

28. Performance indicators should be well-defined by having clear definitions so that data 
can be collected consistently and is easy to understand and use, as required by the 
FMPPI. A total of 29% of the indicators were not well-defined. 

29. The processes and systems that produced the indicator should be verifiable, as required 
by the FMPPI. A total of 29% of the indicators were not verifiable. 

This was due to a lack of proper systems and processes and technical indicator 
descriptions. 
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Relevance of indicators 

Performance indicators not relevant 

30. The FMPPI requires indicators to relate logically and directly to an aspect of the 
municipality’s mandate and the realisation of strategic goals and objectives. A total of 
29% of the indicators did not relate logically and directly to an aspect of the 
municipality’s mandate and the realisation of strategic goals and objectives as per the 
service delivery and budget implementation plan. This was because proper performance 
planning and management practices had not been developed and implemented to 
provide for the development of performance indicators and targets included in the 
annual performance plan. 

Basic service delivery and infrastructure and Ijocal economic 

development 

Reliability of reported performance information 

31. The FMPPI requires municipalities to have appropriate systems to collect, collate, verify 
and store performance information to ensure valid, accurate and complete reporting of 
actual achievements against planned objectives, indicators and targets. I was unable to 
obtain the information and explanations we considered necessary to satisfy ourselves 
as to the reliability of the reported performance information. This was because the 
municipality could not provide sufficient appropriate evidence in support of the reported 
performance information. 


Additional matter 

32. I draw attention to the following matter: 


Achievement of planned targets 

33. Refer to the annual performance report on page x to x and x to x for information on the 
achievement of the planned targets for the year. This information should be considered 
in the context of the material findings on the usefulness and reliability of the reported 
performance information for the selected development priorities reported in paragraphs 
X to XX of this report. 


Compliance with legislation 

34. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My material findings on compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows: 

Strategic planning and performance management 

35. Key performance indicators, including input, output and outcome indicators, in respect 
of each of the development priorities and objectives were not set out in the integrated 
development plan (IDP), as required by section 41(1) (a) of the Municipal Systems Act 
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of South Africa, 2000 (Act No. 32 of 2000)(MSA) and the Municipal planning and 
performance management (MPPM) regulation 1 and 9(1) (a). 

36. Annual performance objectives and indicators were not established by agreement with 
uMhIosinga Development Agency, as required by section 93B (a) of the MSA. 

37. The performance of uMhIosinga Development Agency against the agreed performance 
objectives and indicators was not monitored and annually reviewed, as part of the annual 
budget process, as required by section 93B(b) of the MSA. 


Annual financial statements, performance and annual reports 

38. The annual performance report for the year under review did not include the 
performance of uMhIosinga Development Agency, a comparison of the performance 
with set targets and a comparison with the previous financial year and measures taken 
to improve performance, as required by section 46(1) (c) of the MSA. 

39. The performance management system and related controls were not maintained as it 
did not describe and represent the processes of performance measurement, review, 
reporting and how it is conducted, organised and managed as required by sections 38 
of the MSA and MPPM regulation 7. 

40. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors in the submitted financial statements were not 
adequately corrected and the supporting records could not be provided subsequently, 
which resulted in the financial statements receiving a disclaimer audit opinion. 

Audit committee 

41. The audit committee did not meet at least four times a year, as required by section 
166(4) (b) of the MFMA. 

42. The audit committee did not review the municipality’s performance management system 
and make recommendations to the council, as required by MPPM regulation 14(4) (a) 
(ii). 

PrDCure merit and contract management 

43. Sufficient appropriate audit evidence could not be obtained that all contracts and 
quotations were awarded in accordance with the legislative requirements and a 
procurement process which is fair, equitable, transparent and competitive, as contracts 
were not submitted for audit. 

44. Awards were made to providers who are in the service of other state institutions or 
whose directors or principal shareholders are in the service of other state institutions, in 
contravention of MFMA 1120 and SCM regulation 44. Similar awards were identified in 
the prior year and no effective steps were taken to prevent or combat the abuse of the 
SCM process in accordance with SCM regulation 38(1). 

45. Sufficient appropriate audit evidence could not be obtained that contract and quotations 
were only awarded to providers whose tax matters had been declared by the South 
African Revenue Service to be in order, as required by SCM regulation 43. 
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Expenditure management 


46. Sufficient appropriate audit evidence could not be obtained that money owed by the 
municipality had always been paid within 30 days, as required by section 65(2) (e) of the 
MFMA. 

47. Reasonable steps were not taken to prevent unauthorised expenditure, irregular 
expenditure, fruitless and wasteful expenditure, as required by section 62(l)(d) of the 
MFMA. 

Conditional grants 

48. Municipal Systems Improvement Grant funds were retained or rolled over to the next 
financial year without seeking the approval of the National Treasury, as required by 
section 22(1) of the DoRA. 

Revenue management 

49. An adequate management, accounting and information system which accounts for 
revenue, and debtors was not in place, as required by section 64(2) (e) of the MFMA. 

50. Interest was not charged on all accounts in arrears, as required by section 64(2) (g) of 
the MFMA. 

51. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2) (f) of the MFMA. 

Consequence management 

52. Unauthorised, irregular, and fruitless and wasteful expenditure incurred by the 
municipality was not investigated to determine whether any person was liable for the 
expenditure, as required by section 32(2) (a) (ii) of the MFMA. 

53. Unauthorised, irregular and fruitless and wasteful expenditure was not always recovered 
from the liable person, as required by section 32(2) of the MFMA. 


IntBmal control 

54. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below are 
limited to the significant internal control deficiencies that resulted in the basis for 
disclaimer of opinion, the findings on the annual performance report and the findings on 
compliance with legislation included in this report. 
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Leadership 


55. The leadership did not exercise adequate oversight responsibility regarding financial 
and performance reporting and compliance with laws and regulations. Leadership did 
not ensure that a proper action plan is established and monitored to address prior year 
issues and that employees have a better understanding of the requirements in respect 
of policies and procedures. Therefore the policies and procedures were not effectively 
applied and monitored due to the slow response by leadership. 


Financial and performance management 

56. Systems and controls were not designed in a manner to prevent, detect and address 
risks that impact on financial; performance and compliance reporting. In this regard, 
management did not ensure that regular, accurate and complete financial and 
performance reports were prepared, which were supported and evidenced by reliable 
information, and daily controls were not always performed. 

Governance 

57. There was a lack of regular risk assessment and response and the audit committee has 
not been meeting regularly. This also includes the lack of review of key reports such as 
the annual performance report. 


Pietermaritzburg 
30 November 2015 



SOUTH AFRICA 

Auditing to build public confidence 
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